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The Pullback that Still Isn’t

May 17, 2013

As of the market close on Wednesday of this week the S&P 500 had appreciated by more than 22% in
price terms from November 15, 2012. What's special about November 15? It was the date when the
market pullback that began a couple months earlier reached its low point. From September 14 to
November 15 of last year the S&P 500 lost 7.7%, bottomed out and began the steep, sustained climb
leading to where we are today.

What Goes Up...

These ebbs and flows are what market analysts are looking at when they toss around terms like
“correction”, “bull/bear cycle” or simply “pullback”. You’re hearing a lot of this these days, because
when things go into the stratosphere the question on everyone’s mind is when they’re going to come
back to earth — and how hard the landing will be.

We think it’s worth a look at the data. The question to ask is this: is the 22% run-up over the 180-plus
days from November to May an extreme data point, one that is more likely than not to result in a huge
pullback, even a technical correction of 10% or more? Or is it within the range of other bull runs? In
questions like this context is everything.

How Long?

The 181 days from November 15 to May 15 is certainly on the long side of bull runs. From the beginning
of 1990 the average duration for an uptrend (i.e. from trough to peak) after a drop of 5% or more was
75 days, so our 181 day run as of May 15 is more than double the average. But it’s far from the longest —
that would be a whopping 533 days, from December 1994 to May 1996.

How High?

What about in terms of how far we have soared? Well again, the average run-up after a 5%-plus
contraction over this 23 year period was just under 14%, so our 22% return to May 15 is on the high end.
But again, it’s not an outlier. That 533 day run in 1994-96 ran up a return of 52% to the peak. And even
then the subsequent pullback was a fairly modest fall of -7.6% over a two month period before things
turned up again — for another 209 days!

Growth or Gap?

We're looking at data points from the 1990s as well as the more recent environment because we are in
a sort of limbo between growth and gap market conditions. We’re clear of the previous records on the
S&P 500 (1527 in 2000 and 1565 in 2007), but we’re not yet sure we’re going to clear those bars for
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once and all. So we need to pay attention to how bull and bear cycles work in both environments and
factor that into how we keep ourselves positioned. The fear impulse — running for cover when most of
the damage has already been done — is never a good idea, but it can be especially harmful in a growth
environment where the losses are more likely to be brief and contained — and where traditional safe
haven markets look particularly unappetizing. For now, as far as equity markets are concerned, no news

is good news.
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Investment Advisory Services offered through MV Capital Management, Inc., a Registered Investment Advisor. MV Financial
Group, Inc. and MV Capital Management, Inc. are independently owned and operated.

Please remember that past performance may not be indicative of future results. Different types of investments involve varying
degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or
product (including the investments and/or investment strategies recommended or undertaken by MV Capital Management, Inc.),
or any non-investment related content, made reference to directly or indirectly in this newsletter will be profitable, equal any
corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.
Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of
current opinions or positions. Moreover, you should not assume that any discussion or information contained in this newsletter
serves as the receipt of, or as a substitute for, personalized investment advice from MV Capital Management, Inc. To the extent
that a reader has any questions regarding the applicability of any specific issue discussed above to his/her individual situation,
he/she is encouraged to consult with the professional advisor of his/her choosing. MV Capital Management, Inc. is neither a law
firm nor a certified public accounting firm and no portion of the newsletter content should be construed as legal or accounting
advice. A copy of the MV Capital Management, Inc.’s current written disclosure statement discussing our advisory services and
fees is available for review upon request.
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